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Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007-2996

Re: Docket No. G-01551A-10-0458; Decision No. 72723

Southwest Gas Corporation (Southwest Gas) hereby submits to the Arizona
Corporation Commission (Commission) an original and thirteen (13) copies of
its Application for Approval of Energy Efficiency Enabling Provision Rate
Adjustment. This Application requests approval to adjust the previously
approved rate related to Southwest Gas’ revenue decoupling mechanism, the
Energy Efficiency Enabling Provision, to reflect 2013 activity.

In addition, pursuant to ordering paragraph #7 of the Commission’s Opinion
and Order in the above referenced docket, Exhibit 1 of this Application

contains Southwest Gas’ annual Revenue Decoupling Report covering the

period from January 1, 2013 through December 31, 2013.

If you have any questions, please contact me at (702) 876-7163.
Respectfully,

Deba 5. Gallo 7 78

Debra S. Gallo, Director

Government & State Regulatory Affairs Arizona Corporation Commission

Enclosures DQGKETED
APR 30 2014
¢ Jodi Jerich, ACC e eD T E 4,

Bob Gray, ACC
Brian BOZZO, ACC Comp"ance T L e
Patrick Quinn, RUCO

5241 Spring Mountain Road / Las Vegas, Nevada 89150-0002
P.O. Box 98510 / Las Vegas, Nevada 89193-8510 / (702) 876-7011
WWW.SWgas.com
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BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

BOB STUMP - Chairman
GARY PIERCE
BRENDA BURNS

BOB BURNS

SUSAN BITTER SMITH

In the Matter of the Application of ' Docket No.: G-01551A-10-0458
Southwest Gas Corporation for the
Establishment of Just and Reasonable
Rates and Charges Designed to Realize a
Reasonable Rate of Return on the Fair
Value of the Properties of Southwest Gas
Corporation Devoted to its Arizona
Operations; Approval of Deferred
Accounting Orders; and for Approval of an
Energy Efficiency and Renewable Energy
Resource Technology Portfolio
Implementation Plan.

APPLICATION FOR APPROVAL OF ENERGY EFFICIENCY
ENABLING PROVISION RATE ADJUSTMENT

Introduction

1. Southwest Gas Corporation (Southwest Gas or Company) hereby
submits its application to the Arizona Corporation Commission (Commission)
respectfully requesting approval to adjust the previously approved rate related to the
Company’s revenue decoupling mechanism, the Energy Efficiency Enabling Provision
(EEP), to reflect 2013 activity.

2. Southwest Gas is a corporation in good standing under the laws of the
state of Arizona, is a corporation duly organized, validly existing, and is qualified to

transact intrastate business.




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

3. Southwest Gas’ corporate offices are located at 5241 Spring Mountain
Road, P. O. Box 98510 Las Vegas, Nevada 89193-8510. Communications regarding
this filing should be addressed to:

Catherine M. Mazzeo, Esq. Debra Gallo

Associate General Counsel Director/Government & State
Southwest Gas Corporation Regulatory Affairs

P.O. Box 98510 Southwest Gas Corporation

Las Vegas, Nevada 89193-8510 P.O. Box 98510

Telephone No. (702) 876-7250 Las Vegas, Nevada 89193-8510
Email: catherine.mazzeo@swgas.com Telephone No. (702) 876-7163

Email: debra.gallo@swgas.com

4. Southwest Gas is a public utility subject to the jurisdiction of the
Commission pursuant to Article XV of the Arizona Constitution and the applicable
chapters of Title 40 of the Arizona Revised Statutes (A.R.S.). Southwest Gas
currently serves approximately 1.9 million customers in the states of Arizona,
California, and Nevada. Approximately 54 percent of the Company's customers are
located in the state of Arizona, including portions of Cochise, Gila, Graham, Greenlee,
La Paz, Maricopa, Mohave, Pima, Pinal, and Yuma counties. For operational
purposes, Southwest Gas’ Central Arizona division is headquartered in Phoenix and
its Southern Arizona division is headquartered in Tucson.

Background

5. The Commission authorized Southwest Gas to implement full revenue
decoupling as part of its 2010 general rate case. The decoupling mechanism, which is
referred to by Southwest Gas as the EEP, has two components: 1) a monthly weather
component that provides “real-time” bill adjustments when actual weather during the
winter months differs from the average weather used to calculate rates; and 2) a non-
Wéather component that adjusts rates on an annual basis to reflect any differences
between the Company's authorized revenues per customer and its actual revenues

per customer, thereby protecting customers and ensuring that the Company recovers
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only its Commission-authorized revenue per customer — no more, no less. It is the
second component of the EEP that is the subject of this filing.

6. As part of the approval of the EEP, Southwest Gas agreed to file a report
with the Commission in April of each year to provide various details on the EEP’s
performance.” The Company’s Revenue Decoupling Report (Report), covering the
period from January 1, 2013 through December 31, 2013, is attached hereto as
Exhibit 1.

7. Upon its review of the Company's initial report in 2013, the
Commission’s Utilities Division Staff (Staff) concluded “the revenue decoupling
mechanism has accomplished its objectives, including both enhanced revenue
stability for the Company and bill stabilization for consumers, as well as removal of
disincentives to energy efficiency’?, and the Commission unanimously approved the
Company’s 2013 application. As detailed in the accompanying Report, the
mechanism continues to perform as intended, and the Company’s Arizona customers
continue to recognize many EEP-related benefits, including but not limited to bill
stability and a revenue ceiling that results in the Company - seeking to refund
approximately $11.6 million to customers through this Application.

Request to Adjust EEP Rate

8. Southwest Gas hereby requests approval to adjust its EEP rate based
upon results for the period January 1, 2013 through December 31, 2013.

9. In 2013, the Company collected more than its authorized revenues,
resulting in a credit balance of $11,626,351. The Company therefore seeks to refund
this balance to its Arizona customers through a credit rate of $0.02626 per therm. The

Company’s surcredit calculations are attached hereto as Exhibit 2.

! Settlement Agreement, at §3.23.
2 Utilities Division, Arizona Corporation Commission, December 3, 2013 Staff Recommendation in the
Application for Approval to set Energy Efficiency Enabling Provision Rate (Docket No. G-01551A-10-
0458), Page 7
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10. The Company respectfully requests that the Commission approve the
updated EEP rate at its earliest convenience, such that the credit can be implemented
by September 1, 2014, or as soon as otherwise practicable.

11.  Although not at issue in the instant Application (because of the surcredit
to customers), Southwest Gas agreed to submit an annual earnings test as part of the
annual review.> As illustrated in the results of the Company’s 2013 earnings test,
notwithstanding the Company’s recovery of its authorized level of revenue per
customer through the EEP, it is still not earning its Commission authorized return
(primarily due to the continuing upward pressure on the costs of providing safe and
reliable natural gas service to customers). A copy of the earnings test is attached
hereto as Exhibit 3.

Conclusion

12. Based upon the foregoing, Southwest Gas respectfully requests that the
Commission adjust the EEP rate as set forth herein, with an effective date of
September 1, 2014, or as soon as otherwise practicable.

Respectfully submitted this 30" day of April 2014.

SOUTHWEST GAS CORPORATION

rizona Bar No. 028939
5241 Spring Mountain Road
Las Vegas, NV 89150-0002
(702) 876-7250
(702) 252-7283 facsimile
catherine.mazzeo@swgas.com

Afttorney for Southwest Gas Corporation

® Settlement Agreement, at §§3.25-3.27.
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‘W’@ SOLUTHWEST GAS CORPORATION

Revenue Decoupling Report

Reporting Period:
January 1, 2013 through December 31, 2013



L INTRODUCTION

Southwest Gas Corporation (Southwest Gas or Company) hereby submits to the Arizona
Corporation Commission (Commission) its annual Revenue Decoupling Report (Report).
Pursuant to the Settlement Agreement in Southwest Gas’ 2010 General Rate Case, which was
approved by the Commission in Decision No. 72723 (Decision), the Company agreed to report
annually on the effects of its revenue decoupling mechanism, the Energy Efficiency Enabling
Provision (EEP).

Southwest Gas’ Report covers the period from January 1 through December 31, 2013,
and demonstrates that the EEP performed as designed ahd benefitted customers by stabilizing
their monthly bills and ensuring the Company only recovered its authorized revenue. The EEP,
which is Arizona’s first and, thus far, only full revenue decoupling mechanism performed
precisely as the Settlement Parties' intended. As a result, Southwest Gas’ customers
recognized many EEP-related benefits, including but not limited to bill stability and a revenue
ceiling that results in the Company refunding approximately $11.6 million to customers.

i DECOUPLING OVERVIEW

Decoupling (also commonly referred to as “revenue decoupling”, “full revenue
decoupling”, and “revenue per-customer decoupling”), at its highest level, is a rate design
methodology that separates a utility’s fixed cost recovery from its sales.? Decoupled utilities
collect revenues according to a predetermined revenue requirement or a revenue per
customer established by the governing regulatory body, and utilize an automatic rate
adjustment mechanism to periodically reflect the difference between the predetermined

revenues and actual revenues.® Therefore, unlike more traditional ratemaking, which allows

" In addition to the Company, “Settlement Parties” includes the Arizona Corporation Commission Utilities
Division Staff (“Staff”), the Southwest Energy Efficiency Project (“SWEEP”), the Arizona Investment
Council (“AlC”"), the Natural Resources Defense Council (‘NRDC"), and Cynthia Zwick.
z Decoupling for Electric & Gas Ultilities: Frequently Asked Questions, National Association of Regulatory
%Jtility Commissioners (NARUC), Grants & Research Department (Sept. 2007), at p.2.

Id.
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utilities to recover their authorized fixed costs based upon sales volumes, decoupling allows
utilities to recover their Commission-approved fixed costs irrespective of the volumes sold.*
The prevalence of decoupled and other non-volumetric rate designs continues to increase in
the United States. As noted in Appendix A, as of February 2014 gas decoupling is found in
23 states and 53 utilities.® There are also multiple states with other types of mechanisms in
place that remove the connection between fixed cost recovery and sales.

Decoupling also differs from other rate adjustment mechanisms that are sometimes
categorized as “partial decoupling”, such as Lost Fixed Cost Recovery (LFCR) mechanisms
(also referred to as “net lost revenue recovery”, “lost revenue adjustments®, and “conservation
or load management adjustment‘clauses”). LFCR mechanisms adjust rates for revenue
changes (i.e., losses) that result from conservation and energy efficiency programs and only
result in upward adjustments to rates. Conversely, full revenue decoupling adjusts rates for
any difference, upward or downward, between authorized and actual revenues, regardless of
the cause. Moreover, full revenue decoupling refunds customers for any over-collections,
thus completely eliminating the link between sales and revenues.

. SOUTHWEST GAS’ EEP MECHANISM

As noted in the Decision, Southwest Gas had been unable to earn its Commission-
authorized rate of return for at least 15 years, primarily because of a continuing trend of
declining usage per customer and a dependence on maintaining or increasing throughput to
recover its fixed costs. The Commission acknowledged that without recourse, the Company’s
financial profile could deteriorate, thereby making it more difficult for the Company to finance
debt at reasonable rates, and ultimately leading to higher customer rates.® Historically, the

Company’s declining usage was addressed by traditional approaches, such as increased basic

*Id. at pg. 4.
:AGA, Innovative Rates presentation, February 2014
id.
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service charges and declining block rate structures; however, these approaches were never
completely successful in removing the detrimental financial impacts of declining usage.

In its 2010 rate case, Southwest Gas, in cooperation with the other Settlement Parties,
was able to craft a decoupling mechanism that was supported by Staff and ultimately approved
by the Commission. The resulting EEP mechanism has two components: 1) a weather
component, which stabilizes customer bills by providing a “real-time” bill adjustment when actual
weather during the winter months differs from the average weather used to calculate rates; and
2) a revenue per customer decoupling component that benefits both customers and the
Company by adjusting revenues on an annual basis to reflect any difference between the
Company'’s authorized (non-gas) revenues and its actual (non-gas) revenues, thereby ensuring
that the Company recovers only its Commission-authorized revenue — ho more, no less.

The EEP also facilitates a partnership between Southwest Gas and its customers by
aligning their interests with respect to lowering monthly utility bills. However, the EEP also
offers multiple benefits beyond aligning utility and customer interests — some of which are
inherent to full revenue decoupling, and others that were incorporated into the mechanism by
the Settlement Parties. These benefits include:

Benefits Inherent to Full Revenue Decoupling

e Mechanism with a ceiling and a floor — Company receives its Commission-authorized
revenues and provides a refund to customers when it over-collects;

« Enhanced bill stability through less frequent rate cases;

e Enhanced revenue stability, resulting in improved financial health and lower long-term
debt costs;

¢ Administratively and mechanically simple — reduces the frequency of rate cases and
does not require lengthy and often contentious hearings to determine lost fixed costs
associated with energy efficiency programs.



Benefits Incorporated by the Settling Parties’

e Enhanced bill stability through “real-time” bill adjustments during extreme weather
events;

e Cap on amounts collected through the surcharge, with no limit on the amounts refunded
to customers in the event of an over-collection;

e 5 year stay-out provision which prevents the Company from bringing another rate case
until at least April of 2016 as long as the EEP is in place;

e Annual earnings test that prevents the Company from collecting a surcharge if it will
result in the Company over-earning;

¢ Accountability through quarterly and annual reporting requirements;
¢ Required customer outreach and education.
Iv. 2013 EEP RESULTS
As demonstrated below, Southwest Gas customers are realizing many of the benefits of
full revenue decoupling, through enhanced bill stability by reducing the frequency of rate cases,
by adjusting customer bills to remove the vagaries of abnormal weather, and by preventing
Southwest Gas from increasing profits through increased sales. As mentioned previously, the
EEP mechanism has two components: 1) an annual component; and 2) a monthly weather
component.
Annual Component
The annual component of the EEP adjusts rates on an annual basis such that the
Company recovers only iis authorized. revenue per customer. If the Company over-coilects,
customers receive a refund. Southwest Gas’ Arizona customers will experience this benefit -
which is unique to full revenue decoupling — as a result of the EEP’s performance in 2013. The

Company’s first annual EEP report for the year ended December 31, 2012, included a customer

" In addition to the benefits listed, Southwest Gas and the other Settlement Parties agreed to a 25 basis
point reduction in Return on Equity (ROE) as part of the settlement that adopted full revenue decoupling
for the Company. There were 3 instances where utilities received 25 basis point ROE reductions in
conjunction with the approval of a decoupling mechanism; however, Southwest Gas’ was the only case
where the ROE reduction resuited from a settlement. See, A Decade of Decoupling for US Energy
Utilities: Rate Designs, Impacts, and Observations, Pamela Morgan (revised February, 2013), at pp. 14-
15.
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credit of $(0.00387) per therm and was unanimously approved by the Commission as part of the
Consent Agenda. Commission staff concluded “the revenue decoupling mechanism has
accomplished its objectives, including both enhanced revenue stability for the Company and bill
stabilization for consumers, as well as removal of disincentives to energy efficiency.”® As
indicated in the accompanying application, in the period from January 1, 2013 through
December 31, 2013, Southwest Gas collected more than its authorized revenues, resulting in a
credit balance of approximately $11.6 million. The Company seeks to refund this amount to
customers at a credit rate of $(0.02626) per therm.

The credit balance is primarily found within customers on the Single-Family Residential
G-5, Medium General Gas Service G-25M and Large 1 General Gas Service G-25L1 rate
schedules. The credit balance from G-5 residential customers is approximately 2% of the total
Single-Family Residential authorized margin approved in the 2010 rate case. The credit
balance from G-25M and G-25L1 customers is approximately 8% of each respective rate
schedule’s authorized margin approved in the 2010 rate case. The historical volumes used in
the 2010 rate case occured during the downturn in the economy. It is reasonable to conclude
that subsequent improvements in Arizona’s economy, such as a decrease in the unemployment
rate from 10.5% to 7.6%, and a 10% rise in employment among the construction and
leisure/hospitality industries®, has led to an increase in customer volumes when compared to
2010. However, regardless of the variations in the average volumes per customer, the
Company is only recovering the Commission authorized margin per customer as evidenced in

the approximately $11.6 million refund to customers proposed herein.

8 Utilities Division, Arizona Corporation Commission, December 3, 2013 Staff Recommendation in the
Application for Approval to set Energy Efficiency Enabling Provision Rate (Docket No. G-01551A-10-
0458), Page 7

® Bureau of Labor Statistics, State and Area Employment Data for Arizona
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Monthly Weather Adjustment

Although not the subject of the Company’s annual decoupling report, the EEP’s monthly
weather component provides immediate customer relief from high energy bills and an additional
layer of revenue stability, by adjusting customer bills during the winter months of November
through April when weather conditions are either colder or warmer than normal.” A review of
customer bill impacts in Arizona during 2013 illustrates the effectiveness of the weather
component, including its symmetry and bill stabilization. As indicated in the graph attached as
Appendix B, April's warmer than normal weather resulted in an upward adjustment to the
average residential customer’s bill. Conversely, when weather was colder than normal in
January, the weather component credited customer bills. The weather component worked to
avoid the “peaks and valleys” effect that abnormal weather typically has on customer bills, and
instead stabilized bills with moderate upward and downward adjustments.

Cost of Capital

Another benefit of full revenue decoupling is enhanced revenue stability. This
contributes to the utility’s improved financial health and leads to lower long-term debt costs
which, in turn, benefit customers through positive credit ratings and future reduction in debt
costs.

Credit ratings play an important role in capital markets by providing an effective and
objective tool for market participants to evaluate and assess credit risk. As a result, Southwest
Gas’ credit ratings are a key factor in determining the required yield on the Company’s debt
securities and bank facilities, and the amount and terms of available unsecured trade credit.
Indeed, decoupled rates, in conjunction with: (1) improved operating results; and (2) an

improved capital structure, have resulted in upgrades to Southwest Gas’ credit ratings. The

0 pursuant to Sections 3.21 and 3.22 of the Settlement Agreement, the Company reports on the EEP’s
weather component in quarterly reports to the Commission.

-6-



table below displays the Company’s current unsecured credit ratings compared to the ratings at

June 30, 2010 (the end of the test period in the 2010 general rate case).

Rating Agency Last Change Current June 30, 2010
S&P March 2013 A- BBB
Moody’s January 2014 A3 Baa2
Fitch May 2013 A BBB

In addition, Southwest Gas’ decoupled rate designs have been cited by the rating agencies as a
positive contributing factor in rating upgrades. In the press release attached hereto as
Appendix C, Standard & Poor’s (S&P) announces the Company’s upgrade from BBB+ to A-,
and states:

In our opinion, regulation in Arizona (historically considered one of the less

credit-supportive jurisdictions) has improved substantially, as the ACC approved

a decoupled rate design in Southwest Gas'’s latest rate case; this mechanism

can significantly mitigate cash flow volatility.""

Further, in upgrading Southwest Gas from Baa1 to A3, Moody’s also recoghized decoupling as
rationale for the ratings upgrade attached in Appendix D:

“The company now has some form of de-coupling and gas purchase

adjustment mechanism in all three of its service territories, which will contribute

towards sustained financial performances over the next several years.”?

A utility’s regulatory environment is another key factor in its credit ratings. In order to
gauge the level of regulatory risk for a utility and assess regulatory jurisdictions on a relative
basis, S&P evaluates the relative credit supportiveness of regulatory jurisdictions based on
quantitative and qualitative ratemaking factors that focus on four main categories: (1) the
stability of the basic regulatory paradigm employed in the jurisdiction; (2) tariff-setting

procedures; (3) financial stability; and (4) the political independence of the regulator.”® S&P then

classifies each jurisdiction into one of five categories: (1) Strong; (2) Strong/Adequate; (3)

" Standard & Poor's, Research Update: Southwest Gas Corp. Corporate Credit Rating Raised to ‘A-'

On Effective Management; Qutlook Stable, March 19, 2013, p.2.

Moody's Investors Service, Rating Action: Moody's Upgrades Southwest Gas; Outlook Stable,
January 31, 2014, p.1
3 Standard & Poor’s RatingsDirect, Utility Regulatory Assessments For U.S. Investor-Owned Utilities,
January 7, 2014.
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Adequate; (4) Adequate/Weak; and (5) Weak. In its January 2014 update of regulatory

assessments, a copy of which is attached as Appendix E, S&P listed Arizona’s regulatory
jurisdiction as Strong/Adequate.

Moody’s also cited the improved regulatory environment in Arizona for Southwest Gas
due to the approval of decoupling, stating:

On December 31, 2011, the Arizona Corporation Commission authorized a $53

million rate increase (12.8%) and a full revenue decoupling mechanism in

Arizona. We view the outcome of the [sic] this case positively from a credit
perspective.'*

Energy Efficiency

Southwest Gas is focused on prudently and gradually increasing its energy efficiency
spending. The most recent Energy Efficiency and Renewable Energy Resource Technology
Portfolio Implementation Plan (EE/RET Plan) approved by the Commission authorized an
annual budget of $4.7 million,’® with an average cost to customers of approximately $0.25 per
month. Southwest Gas has prudently managed the approved budget, and is aggressively
promoting energy efficiency programs that are both cost-effective and responsive to market
demands. As a result, in Year 1 of its EE/RET Plan,'® the Company expended approximately
$4.4M of its approved $4.7M budget and achieved 3,146,127 annual therm savings. In the first

seven months of Year 2, the Company is on pace to achieve the approved $4.7M budget."”

1 Moody’s Investors Service, Rating Action: Moody's upgrades Southwest Gas; Outlook Stable, January
31,2014, p. 1.

'S In Decision Nos. 73231 and 73229, the Commission approved an annual DSM budget of $4.7 million
for Plan Year 1 with projected annual program savings of 1.4 million therms. The $4.7 million budget was
continued for Plan Year 2.

" The Year 1 Plan was effective June 1, 2012 through May 31, 2013.

' Plan Year 2 is effective June 1, 2013 through May 31, 2014.

-8-



V. Additional Information Required by Settlement Agreement

Section 3.23 of the Settlement Agreement requires Southwest Gas to address various
factors related to the EEP’s revenue decoupling component in its annual report. Several of
those items are addressed below.®

Customer Complaints Resulting From or Associated With Decoupling

Southwest Gas provided service to over 1 million customers on decoupled rate
schedules in 2013. In that same time frame, Southwest Gas did not receive any complaints
regarding tﬁe annual decoupling component of the EEP. During 2013, the Company received 6
billing-related inquiries where its customer service representatives explained, among other
things, how the monthly weather component of the EEP affects customer bills. The Company
considered each complaint to be very high priority, and when further explanation was
necessary, a senior member of its Pricing and Tariffs Department contacted the customer
personally to ensure their concerns were fully addressed.

Usage/Usage Per Customer Differences Between New and Existing Customers

The information attached as Appendix F displays the usage per customer (UPC) for
residential customers initiating service during 2011 and 2012 (the most recent years for which a
full twelve-months of data is available), and those initiating service between 2001-2010; 1991-
2000; 1981-1990; 1971-1980; and prforto 1971. Appendix F also includes a comparison of the
recorded and weather-adjusted monthly UPC for customers initiating sérvice in 2011 and 2012,
and those initiating service prior to 2011. This data indicates that, in general, new customer

UPC is less than it has been historically.

" The Company discusses other items listed in Section 3.23 of the Settlement Agreement, such as the
removal of disincentives to energy efficiency and compliance with the EE Rules, in Section IV of this
Report.

-9-




Overall Customer Usage, UPC, and Customer Growth per Class on a Pre- and
Post-Decoupling Basis

Southwest Gas analyzed the changes in recorded number of customers and recorded
volumes on a pre- and post-decoupling basis, for those rate schedules included in the EEP.
The two time periods analyzed were 2009-2011 for pre-decoupling and 2012-2013 for post-
decoupling. The total recorded average changes i.n overall customer usage, customer volume

and UPC are summarized in the table below.

Non-
S . Residential Residential
Volume o '
Pre-Decoupling | 282,066,888 | 184,152,790
| ~ Post-Decoupling | 287,560,061 | 182,570,202
‘Change 5,493,173 | (1,582,589)
Customers ; :
“Pre-Decoupling 945,342 39,844
Post-Decoupling 968,880 39,416
Change 23,538 (428)
uPC | i ~
Pre-Decoupling 298.4 4,621.9
Post-Decoupling 296.8 4,631.9
Change (1.6) 10.0

In addition, actual and weather normalized UPC for Southwest Gas’' single-family
residential customers for the ten-year period from 2003 through 2013 is attached as Appendix
G. This data shows a trend of declining UPC over the period for residential customers, the
Company'’s largest customer class.

Customer Migration

No Southwest Gas customers have migrated (i.e. elected to move) from a decoupled
rate schedule to a non-decoupled schedule. Thé Company’s non-decoupled rate schedules,
with only one exception (the Company’s rate Schedule No. G-25 — Transportation Eligible),
either require the custdrﬁer to install and operate a specific natural gas appliance, or are closed
to service to new customers. Southwest Gas is not aware of any customers that converted to

non-gas energy service.

-10 -




Support _for New Customer Growth Including the Encouragement of New and
Economic Uses of Natural Gas

Southwest Gas continues to support new economic uses of natural gas and
opportunities for new customer growth. For example, the Company continues to evaluate
proposals for multi-family residential DSM programs, as it believes greater utilization of natural
gas in the multi-family market will result in greater overall energy efficiency for all Arizona
customers. The Company is also engaged in studying the use of liquefied natural gas (LNG)
and compressed natural gas (CNG) for use as a motor fuel for long-haul trucking and other
commercial applications.

VL. CONCLUSION

In its analysis on the Company’s 2012 EEP Annual Report, Commission Staff concluded
“the revenue decoupling mechanism has accomplished its objectives, including both enhanced
revenue stability for the Company and bill stabilization for consumers, as well as removal of
disincentives to energy efficiency.” Subsequently, the 2012 report was unanimously approved
by the Commission. As demonstrated by the information contained in this Report, customers
continue to benefit from the Commission’s decision to implement the EEP and the full revenue
decoupling is functioning as the Commission and the Settlement Parties intended and
customers continue to benefit from enhanced bill stability by reducing the frequency of rate
cases, by adjusting customer bills to remove the vagaries of abnormal weather, and by
preventing Southwest Gas from increasing profits thréugh increased sales. The Company
therefore concludes that the EEP remains in the public interest, and no good cause exists to
. suspend, terminate or modify the mechanism and the EEP should be continued in its current

form.
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Research Update:

Southwest Gas Corp. Corporate Credit Rating
Raised To 'A-' On Effective Management; Outlook
Stable

Overview

e Southwest Gas Corp. has effectively managed regulatory outcomes in
Nevada, Arizona, and California.

¢ We are raising our corporate credit rating on Southwest Gas Corp. to 'A-!
from 'BBB+'. The outlook is stable.

¢ The stable outlook reflects our expectation that Southwest will continue
to manage its regulatory relationships effectively. Southwest's financial
risk profile is suitable for the higher rating, and we expect management
to continue to balance its investment and financial policy objectives in
a manner that supports credit gquality.

Rating Action

On March 19, 2013, Standard & Poor's Ratings Services raised its corporate
credit rating on Southwest Gas Corp. to 'A-' from 'BBB+'. The rating outlook
is stable.

Rationale

The upgrade reflects sustained improvements in cash flow and leverage
measures; these are the byproducts of improved regulatory relations within the
company's three service territories, and we expect that the company will
continue to manage these relationships well and use relatively conservative
financial policies to maintain its credit measures.

The company's business risk profile is "excellent". The Arizona Corporation
Commission (ACC), the Public Utilities Commission of Nevada (PUCN), and the
California Public Utilities Commission independently requlate Southwest Gas.
Each commission provides the company with various cost-recovery mechanisms,
including purchased gas-adjustment mechanisms, and a margin tracker balancing
account in California, which mitigates margin volatility due to weather and
other usage variations.

In our opinion, regulation in Arizona (historically considered one of the less
credit-supportive jurisdictions) has improved substantially, as the ACC
approved a decoupled rate design in Southwest Gas's latest rate case; this
mechanism can significantly mitigate cash flow volatility. In December 2011,
the ACC approved a rate increase of 3$52.6 million (of $73.2 million requested)

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 19, 2013 2
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Research Update: Southwest Gas Corp. Corporate Credit Rating Raised To 'A-' On Effective Management;
Outlook Stable

based on a return on equity of 9.5%. The decoupled rate design provides for
monthly weather normalization and a year-end annual true-up for nonweather
variations in margins. In Nevada, Southwest Gas has a decoupled rate design
that mitigates the effects of weather and customer conservation; a rate case
resolved in the state in 2012 allowed the company a revenue increase of about
$7.5 million between the northern and southern parts of the state, and the
commission opened a rulemaking on infrastructure replacement in the state.

Southwest Gas's unregulated maintenance and construction subsidiary, Northern
Pipeline Construction Co. (NPL), is a less significant rating factor,
constituting about 15% of revenues during 2012. For 2013, we believe NPL will
continue to report increased revenues and earnings because of pipe-replacement
work related to multiyear infrastructure replacement programs, but that it
will not grow materially as a percentage of the overall business. We rate the
company's management as "satisfactory®, reflecting its ability to achieve
credit-supportive regulatory outcomes in a historically challenging
jurigdiction and its efforts to maintain conservative financial policies.

The financial risk profile of Southwest Gas Corp. is "significant". Under our
base-case forecast, we expect customer growth to be roughly 1% per year. This
is down substantially from annual growth of roughly 5% per year from 2002
through 2006 and reflects high foreclosure rates and a slow economy that have
persisted throughout its service territories. We also expect capital
expenditures of about $320 million per year, on average, coupled with
increasing dividend payouts. Our forecast for modest customer growth, the
revenue from the Arizona rate case, and a margin contribution of about 15%
from NPL, results in funds from operations (FFO) to debt of about 23.1% and
total debt to capitalization of about 56.3% in 2013. For the year ended Dec.
31, 2012, the company had adjusted FFO to debt of 27%, with total debt to
capital of about 54.7%.

Liquidity

We consider Southwest Gas' consolidated liguidity to be "adequate", with
forecast sources divided by uses of about 1.2x for the next 12 months. The
company is also exposed to intrayear working capital needs due to seasonal

natural gas purchases. However, these working capital needs tend to peak at
year-end, coinciding with the starting point of our liquidity calculation.

Southwest Gas is comfortably in compliance with its bank covenant requirement
for debt to capital to be less than 70%. On Dec. 31, 2012, Southwest Gas has a
significant cushion under this covenant.

Principal liguidity sources include credit line availability of $250 wmillion
over the next 12 months and FFO of $396 million over the next 12 months.
Principal liquidity uses include debt maturities of $51 million over the next
12 months, capital spending of $320 million during the next 12 months,
dividends of $61 million during the next 12 months.
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QOutlook

The stable rating outlook on Southwest Gas Corp. reflects the improved
regulatory environment in the utility's Arizona service territory, the
company's effective management, and our expectation that stable operating
results and consistent financial policy objectives will support maintenance of
the FFO to debt ratio near 24% and debt to capital about 55%.

We could consider raising the rating if the company consistently achieved FFO
to debt that approaches 30% as a result of sustained customer growth in its
service areas, which has been largely absent over the past several years. This
could occur if regulatory jurisdictions offered more favorable outcomes or if
debt levels were trimmed through a shift to more conservative financial
policies.

We could lower the rating if regulatory risk increased in any of its service
territories, the company increased its reliance on debt to finance capital
spending, or customer usage and throughput decreased substantially without
adequate regulatory relief; this may occur if economic recovery in the gervice
territory stalled. If these factors resulted in FFO to debt of less than 20%
or debt to capital of about 60%, a lower rating would be possible. We could
also lower the rating if the company's unregulated businesses grew to
represent a more significant portion of its revenues, or if customer growth
accelerated rapidly in Arizona, resulting in severe regulatory lag due to the
company's reguirement to stay out of rate cases until 2017.

Related Criteria And Research

e Liquidity Descriptors For Global Corporate Issuers, Sept. 28, 2011
® Business Risk/Financial Risk Matrix Expanded, Sept. 18, 2012
e 2008 Corporate Criteria: Analytical Methodology, April 15, 2008

Ratings List

Upgraded
To From
Southwest Gas Corp.
Corporate Credit Rating A-/Stable/-- BBB+/Stable/--
Senior Unsecured A- BBB+

Complete ratings information is available to subscribers of RatingsDirect on
the Global Credit Portal at www.globalcreditportal.com. All ratings affected
by this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 19, 2013 4
1098107 | 300205385



http://www.globalcreditportal.com
http://www.standardandpoors.com

Copyright © 2013 by Standard & Poor's Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval
system, without the prior written permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be
used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not
responsible for any errors or omissions (negligent or otherwise), regardless of the caise, for the results obtained from the use of the Content, or for
the security or maintenance of any data input by the user. The Content is provided on an “as is*" basis. S&P PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR
A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no
event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses {including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and
not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does
not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be
reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain
regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P
Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any
damage alleged to have been suffered on account thereof,

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established
policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P
reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com ({free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitalig.com
(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information
about our ratings fees is available at www.standardandpoors.comn/usratingsfees.

McGRAW-HILL

WWW.STANDARDANDPQORS.COM/RATINGSDIRECT MARCH 19,2013 5
1098107 | 300205385



http://www.standardandpoors.com
http://www.ratingsdirect.com
http://www.globalcreditportal.com
http://www.spcapitaliq.com

APPENDIX D



' )
Mooby’s
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Rating Action: Moody's upgrades Southwest Gas; Outlook stable

Global Credit Research - 31 Jan 2014

Approximately $1.3 Billion of Debt Affected

New York, January 31, 2014 -- Moody's Investors Service upgraded the senior unsecured rating of Southwest
Gas Corporation (Southwest) to A3 from Baa1. This rating action completes our review of Southwest initiated on
November 8, 2013. The outlook for Southwest is stable.

RATING RATIONALE

The primary driver of today's rating action was Moody's more favorable view of the relative credit supportiveness
of the US regulatory environment, as detailed in our September 2013 Request for Comment titled "Proposed
Refinements to the Regulated Utilities Rating Methodology and our Evolving View of US Utility Regulation.”

Historically, Southwest has operated in more difficult than average jurisdictions of Arizona and Nevada.
Nevertheless, there are signs of Southwest's regulatory environment becoming more credit supportive.

On December 13, 2011, the Arizona Corporation Commission authorized a $53 million rate increase (12.8%) and a
full revenue decoupling mechanism in Arizona. We view the outcome of the this case positively from a credit
perspective. After a rehearing on March 14, 2013, Southwest received approximately 30% of their request, or an
$8 miillion rate increase, from a pair of rate cases in Nevada. Southwest also recently filed in California for an $11.6
million rate increase and expects new rates to be effective in the first quarter of 2014. The company now has
some form of de-coupling and gas purchase adjustment mechanism in all three of its service territories, which will
contribute towards sustained financial performances over the next several years.

WHAT COULD CHANGE RATING — UP

If Southwest's service territory economy demonstrates a sustained recovery and if the ratio of Southwest's CFO
{pre-w/c) to debt exceeds 24% on a sustained basis, an upgrade could be considered.

WHAT COULD CHANGE RATING -- DOWN

Negative rating pressure could result if the company experiences significant earnings and cash flow volatility such
that there is a sustained deterioration of financial metrics to include the CFO (pre-w/c) to interest and debt to falling
to below 4.0x and the high-teen's range, respectively, or if a more contentious regulatory environment emerges.

Ratings upgraded include:
Senior unsecured to A3 from Baa1
Senior unsecured MTN to (P) A3 from (P) Baa1

The principal methodology used in this rating was Regulated Electric and Gas Ultilities published in December
2013. Please see the Credit Policy page on www.moodys.com for a copy of this methodology.

REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or category/class
of debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance
with Moody's rating practices. For ratings issued on a support provider, this announcement provides certain
regulatory disclosures in relation to the rating action on the support provider and in relation to each particular rating
action for securities that derive their credit ratings from the support provider's credit rating. For provisional ratings,
this announcement provides certain regulatory disclosures in relation to the provisional rating assigned, and in
relation to a definitive rating that may be assigned subsequent to the final issuance of the debt, in each case where
the transaction structure and terms have not changed prior to the assignment of the definitive rating in a manner
that would have affected the rating. For further information please see the ratings tab on the issuer/entity page for



http://www.moodys.com

the respective issuer on www.moodys.com.

For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this rating
action, and whose ratings may change as a result of this rating action, the associated regulatory disclosures wil
be those of the guarantor entity. Exceptions to this approach exist for the following disclosures, if applicable to
jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated entity.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related rating
outiook or rating review. '

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures for
each credit rating.

John Grause

Analyst

Infrastructure Finance Group
Moody's Investors Service, Inc.
250 Greenwich Street -

New York, NY 10007

USA.

JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653

William L. Hess

MD - Utilities

Infrastructure Finance Group
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653

Releasing Office:

Moody's Investors Service, Inc.
250 Greenwich Street

New York, NY 10007

U.S.A.

JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653

MooDy'’s

INVESTORS SERVICE

© 2014 Moody's Corporation, Moody's investors Service, Inc., Moody's Analytics, Inc. and/or their licensors and
affiliates (collectively, "MOODY'S"). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS") AND ITS AFFILIATES ARE
MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S PUBLICATION") MAY INCLUDE MOODY'S
CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS,
OR DEBT OR DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN
ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
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VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY'S PUBLICATIONS MAY ALSO
INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR
COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC. CREDIT RATINGS AND MOODY'S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND
CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE
RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT
RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR
ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S
PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH
DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER
CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS FOR RETAIL INVESTORS TO CONSIDER MOODY'S CREDIT
RATINGS OR MOODY'S PUBLICATIONS IN MAKING ANY INVESTMENT DECISION. IF IN DOUBT YOU
SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY'S PRIOR WRITTEN CONSENT.

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable.
Because of the possibility of human or mechanical error as well as other factors, however, all information contained
herein is provided "AS |S" without warranty of any kind. MOODY'S adopts all necessary measures so that the
information it uses in assigning a credit rating is of sufficient quality and from sources MOQDY'S considers to be
reliable including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and
cannot in every instance independently verify or validate information received in the rating process or in preparing
the Moody’s Publications.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or incidental losses or
damages whatsoever arising from or in connection with the information contained herein or the use of or inability to
use any such information, even if MOODY'S or any of its directors, officers, employees, agents, representatives,
licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not limited
to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial
instrument is not the subject of a particular credit rating assigned by MOODY'S.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors




and suppliers disclaim liability for any direct or compensatory losses or damages caused to any person or entity,
including but not limited to by any negligence (but excluding fraud, wiliful misconduct or any other type of liability
that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the
control of, MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or suppliers,
arising from or in connection with the information contained herein or the use of or inability to use any such
information.

1

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER
WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody’s Corporation ("MCQO"), hereby discloses that most
issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies
and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain
affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from
MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually
at www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and
Shareholder Affiliation Policy."

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services
License of MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61 003 399 657AFSL. 336969 and/or
Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to "wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By
continuing to access this document from within Australia, you represent to MOODY'S that you are, or are
accessing the document as a representative of, a "wholesale client” and that neither you nor the entity you
represent will directly or indirectly disseminate this document or its contents to "retail clients" within the meaning of
section 761G of the Corporations Act 2001. MOODY'S credit rating is an opinion as to the creditworthiness of a
debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to
retail clients. it would be dangerous for "retail clients” to make any investment decision based on MOODY'S credit
rating. If in doubt you should contact your financial or other professional adviser.
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In Standard & Poor's Ratings Services' commentary "Assessing U.S. investor-Owned Utility Regulatory
Environments," published on Jan. 7, 2014, on RatingsDirect, we discussed our views on what constitutes a credit-
supportive regulatory climate in the U.S.

We use those factors to create assessments of the regulatory environments in jurisdictions that regulate the electric, gas,
and water utilities that we rate. We base the assessments on quantitative and qualitative factors, focusing on four main
categories: the stability of the basic regulatory paradigm employed in the jurisdiction, tariff-setting procedures, financial
stability, and the political independence of the regulator.

The following table, which lists the jurisdictions in rank order, and map show our updated assessments of regulatory
jurisdictions. Since the scale is now global and the categories are different, comparisons to the previous assessments are
not valid. '

Regulatory Jurisdictions For Investor-Owned Utilities In The U.S.

Strong Strong/Adequate  Adequate Adequate/Weak Weak
U.S. (federal)  California Hawaii

Wisconsin Georgia Mississippi

Florida Louisiana

Michigan Minnesota

Alabama Oklahoma

lowa Texas (RR Comm.)

South Carolina Vermont
North Carolina Pennsylvania
Kentucky Virginia
Colorado Oregon
Kansas
Tennessee
Nevada
Maine
Utah
Wyoming
Indiana
Arkansas
South Dakota
Arizona
North Dakota
Idaho

Nebraska

https://www.globalcreditportal.com/ratingsdirect/renderArticle.do?articleld=1236953&Sc... 04/08/2014
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New York
linois

Ohio
Massachusetts
New Jersey
West Virginia
Rhode Istand
Delaware
Alaska
Missouri
Texas (PUC)
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EXHIBIT 2



SOUTHWEST GAS CORPORATION

ARIZONA JURISDICTION

COMPUTATION OF ENERGY EFFICIENCY ENABLING PROVISION (EEP) RATE ADJUSTMENT

Line Line
No. Description Volumes Amount No.
(a) (b) (c)
EEP Balancing Account
1 Balance at December 31, 2013 $(11,626,351) 1
Applicable Therms [1]
2 G-5 Residential 241,326,143 2
3 G-6 Multi-Family Residential 5,582,606 3
4 G-10 Low-Income Residential 9,877,626 4
5 G-11 Multi-Family Low-Income Residential 644,908 5
6 G-25(S) Small General Service 3,323,829 6
7 G-25(M) Medium General Service 40,982,330 7
8 G-25(L1) Large-1 General Service 101,387,073 8
9 G-25(L2) Large-2 General Service 32,460,534 9
10 All GTS Billed Volume 7,179,803 10
11 Total Therms 442 764,852 11
12 EEP Rate Adjustment Per Therm $ (0.02626) 12

[1] Sales for the 12 months ended March 2014




EXHIBIT 3




SOUTWHEST GAS CORPORATION
ARIZONA
EARNINGS TEST CALCULATION

TWELVE MONTHS ENDED DECEMBER 31, 2013

Line Line
No. Description Reference Amount No.
(a) (b) (c)

1 Fair Value Rate Base Decision No. 72723 $  1,452,933,391 1
2 Fair Value Rate of Return Decision No. 72723 6.92% 2
3 Operating Income Regquired ln1*Ln2 $ 100,542,991 3
4 Net Operating Income Available Company Records 100,352,377 4
5 Earnings Deficit/(Excess) Lkn3-Ln4 $ 190,613 5
6 Gross Revenue Conversion Factor Decision No. 72723 1.6579 6
7 Revenue Deficit/(Excess) Ln5*Ln6 $ 316,018 7

2013 Earnings Test
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